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The Economics of frac Sand Mining

E c o n o m i c M u lt i p l i e r s
One of the major motivations for supporting the frac
sand mining industry in Western Wisconsin is the
potential impact on the local economy. Through the
multiplier effect the jobs that are created at the sand
mines have a ripple effect throughout the whole of the
local or regional economy. Care must be taken because
the notion of the multiplier is often misunderstood and
distorted in the discussion.
Advocates for particular industries often overstate the
scale of the potential economic impact by using an inflated economic multiplier. As a general rule, any
economic multiplier that is larger than two (2) should be questioned.
The size of an economic multiplier hinges on two concepts. The first is the level of linkages an industry
has with other businesses within the local economy. The second is the notion of “leakages” and the
ability of the local economy to retain dollars. How many inputs that a particular business purchases can
and are purchased in the local economy. For example, can a mining company buy the specialized
equipment that it requires from local businesses or does the company buy that equipment from
businesses from outside the local area? Because so much of the larger pieces of equipment the mining
companies will require are so specialized, the likelihood of buying this equipment in the local economy
is small. This represents a “leakage” from the local economy.
Consider a simple visual representation of the logic of a multiplier. Consider a newly employed worker
at a new mine that is paid $1. This worker spends this new income in the local economy. Suppose, for
example, this worker spends that $1 at a local grocery store. The question is how much of that dollar
spent at the grocery store stays in the local economy. In this example, 60₵ leaks out of the economy
and goes to pay for the vegetables from California, the canned goods from Texas, and the boxed goods
from Illinois. In other words, the grocer must pay for the stock in the store. Here the grocer keeps
40₵ and uses that 40₵ to pay, perhaps the utility bill. That represents 40₵ going to the local utility
company. Now suppose the local utility company uses Montana coal to create the electricity the grocer
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that 16₵ and takes
the family to the
movies. Part of that 16₵ immediately leaves the local economy and goes to Hollywood to
pay for the movie itself. This respending continues till all of the money leaks out of the
economy. In this example, the economic multiplier is 1.66: for every dollar of new
activity creates $1.66 in economic activity, the original dollar plus 66₵ through the
multiplier effect.
Generally, the size of the multiplier will reflect the size of the local economy. Larger
more urban economies tend to have larger multipliers than smaller more rural economies.
The key here is the ability of larger economies to capture and retain those dollars being
spent. For smaller economies, like much of western Wisconsin, the ability to retain those
dollars is weaker, money will leak out of the local economy faster, and the multiplier will
be smaller.
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When considering the development of a sand mine there are several issues that the
community should consider. These range from the potential economic benefits associated with employment opportunities to the compatibility of open pit mines with
tourism and environmental concerns. When considering these issues it is important
that local elected decision-makers and concerned citizens have access to the best information available. This series of factsheets is aimed at providing some insights into
a range of issues surrounding the development of frac sand mines.

